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Jan=-June Jan-June % Change Jan-Dec Jan-Dec % Change 
1974 1975 between 1974 1975 between 
(1) (2) 1)&(2 h 2) &( hy 


INCOME, PRODUCTION 


GDP (1974-75 base) 23,334 25,025 +7.2 23, 344 NA 
GDP Per Capita 333 357.9 +7.3 333 NA 
Crude Petroleum 

(million bbls) 412 310 -24.8 825 
Minimum Annual Wage ($) 545 1,168 +114.0 1,168 NA 


INDICES: 1965 = 100 
Manufacturing Production 223.8 228,1 +1.9 

1960 = 100 
Cotton 156 254 +62 .8 NA 
Cocoa 107 101 5.9 NA 
Peanuts 18 +63.6 NA 
Palm Kernels 65 37 -43.1 NA 


MONEY & PRICES 
Money Supply j 2,914.7 +84.2 .O 3,278.3 +71.6 
Pub. Debt Outstanding 3 3,139.3 +9.5 o2 2,222.1 <25.8 
External Debt as 527.8 +9.4 ‘ 561.2 +8.7 
Cml. Bank Minimum 

Interest Rate 6 -14.3 7 -- 
Lagos Lower Income Consumer 

Price Index (1960 = 100) 295.7 +35.3 +40.3 


BALANCE OF TRADE 

Gold & Foreign Reserves : 5,887.3 +1h0. +3.2 
Balance of Trade ‘ 789.0 -79. 4 -60.2 
Exports (FOB) 3025. 3,348.9 -33. ‘ -9.7 
U.S. Share 9394. 1,350(est)-3. 6 =30.4 
Imports (CIF) TS 2,559.9 +117.9 ; -4 +107.4 
U.S. Share ” 289.0 +116.3 ‘ 9 +96.8 


1975 figures are provisional. 





SUMMARY 


Although the pace will ease, the Nigerian economy is expected to show 
continued impressive growth in 1976. The February coup attempt shook 
confidence and caused a reassessment of national goals and resources, but 
economic development remains the government's top priority, and the new 
budget demonstrated that development will now be approached with a more 
realistic understanding of the country's limitations. Oil revenues have 
risen in recent months, and a high level of business activity should be 
maintained, Imports approached $6 billion in 1975 and should continue to 
climb, despite government discouragement of nonessential items, to over 
$11 billion in 1979-80 as anticipated by central planners. This broad 
export market and the prospects offered by the development plan make Nigeria 
an important market for American goods and site for consideration of 
American investment. 


Nigeria's commitment to rapid development, however, brings associated 
problems. Inflation continues at an annual rate approaching 50 percent, 
and its varied causes such as shortages of goods and monopoly conditions 
in some sectors of the economy are beyond the government's short run control. 
Port congestion, while lessened by strong government measures, will con- 
tinue to constrain growth until expanded facilities are completed in the 
next five years. Food production still lags behind demand, and the country's 
import bill, which is almost four times greater than it was three years ago, 
contributed to a deterioration in Nigeria's balance of payments position 
in 1975 relative to 1974. Nevertheless, the ambitious Third Development 
Plan, even if scaled back, will continue to call for enormous investment 
spending in the industrial, transportation, and social sectors and should 
stimulate solid economic growth through 1976 affording important opportuni- 
ties to foreign businessmen. 





Coup Attempt Thwarted -- On February 13, Head of State Murtala 
Muhammed was assassinated by a group of military officers disgruntled 
over promotion policies and plans for reducing the size of the army. 
Although the coup attempt was quickly crushed by loyal forces, it has 
been a setback to the confidence of the nation, It has jarred economic 
and commercial activities and delayed decisions, payments and planning. 
Just before the coup, the Muhammed regime had redivided Nigeria into 
nineteen states in an effort to widen regional representation and had 
announced plans to move the federal capital to a new site in the center 
of the country. In the wake of the coup, impetus for change as well as 
the economic pace has been slowed, but the new administration of General 
Olusegun Obasanjo has pledged itself to moving ahead with projected 
economic and political development and reform. There has been no offici.1 
word that Nigeria's mixed economy will be restructured or that foreign 
investment and businessmen will not continue to be welcome, The govern- 
ment sees itself facing a challenge to instill efficiency, raise output 
and modulate economic policy to best meet national goals. Having passed 
through a trying political interlude, Nigeria's task is now to regain and 
sustain forward economic momentum. 


Growth rate strong, but slowing -- The government estimated at the 
end of 1975 that GDP growth would rise from $23 billion in the 1974/75 
plan year to $36 billion in the 1979/80 plan year, an annual growth rate 
of 9.4 percent for the period, Recent assessments of expected oil 
revenues and trade balances, however, as well as continuing transport snarls 
and skilled manpower shortages have caused government planners to scale 
down their expectations. The 1976/77 budget announced in April will hold 
federal expenditures to $8.8 billion which is less than the expected 
revenues of $9.12 billion and much less than previous expenditure estimates 
of up to $16 billion, Until a revised plan is published it will not be 
possible to cite precise sectoral growth targets, but it is likely that 
the government still seeks to promote relatively faster growth in the manu- 
facturing, infrastructure, and social service sectors of the economy 
lessening its dependence on petroleum and agriculture. Basic needs such 
as roads, living quarters and water supply are in; grandiose projects of 
little utility such as stadiums are out. Petroleum and agriculture now 
account for 45 percent and 23 percent respectively of GDP; no other sector 
accounts for more than 7 percent. The new budget seeks to increase the 
production of food and housing, improve the transport system, control 
inflation, and stimulate investment in the productive areas of the economy. 


Although 70 percent of the work force is employed in agriculture, 
food production is lagging behind demand. Crop products account for 80 
percent of the total value of agricultural output while livestock (10 percent), 
fishing (6 percent), and forestry (4 percent) comprise the rest. In recent 





years the accent on export crops (peanuts, cotton, cocoa, oil palm, rubber ) 
has shifted to food production, In April the FM launched "Operation Feed 
the Nation," a wide-ranging program which calls for the cultivation of 
individual backyards as well as the putting of large tracts of fallow 
acreage into commercial crop production. To put economic inducements 
behind the slogans, the FMG in May fixed prices for four cereal crops, the 
principal one being cassava. New government awareness and apparent deter- 
mination, however, still faces inherent obstacles which should make a 
return to the impressive productivity of the 1940's and 1950's an arduous, 
consuming task. Challenges include rampant population growth, limited 
skilled manpower and experience with mechanical equipment, shortagesof 
fertilizer (usage is less than one percent pf the average amount employed 
per hectare in Western Europe), disease and Bdequate transport. 


A survey of hard goods purchasing in the private sector indicates 
some future easing of demand for heavy equipment.. Reasons for buyer hesi- 
tation include companies’ inability to obtain larger quotas for hiring 
foreign experts to help handle expanding lines of equipment, reluctance 
to invest in expensive inventory as the boom slows, and a scarcity of 
qualified Nigerians to service equipment. At the same time, there seems 
to be a significant upswing in consumer goods demand. 


Inflation continues -- Inflation approached 50 percent in 1975 and 
has continued at a similar annual rate in the first half of 1976. In its 
January 1976 report the government's anti-inflation task force traced 
inflationary pressures tc short supply of locally produced and imported 
goods; high prices of imports due to increases in foreign prices, foreign 
exchange rate changes, higher freight rates, and surcharges arising from 
port congestion; domestic wage increases combined with low productivity; 
monopolistic practices in the production, importation and distribution of 
goods; low productivity and inefficient storage in the agricultural sector; 
swollen money supply; high levels of spending on current and capital pro- 
jects in both the public and private sectors; and expectation of further 
inflation. The task force listed 108 recommendations some of which have 
been implemented (e.g., bank credit controls and higher liquidity ratios, and 
selected tariff reductions and price controls on automobiles and beverages). 
Other recent actions, however, such as the April 1 ban on certain consumer 
imports and the lowering of interest rates can spur inflation, a continuing 
threat. While some causescan be controlled through government action (the 
rapid increase in the money supply), other causes are either beyond the 
government's power in the short run (imported inflation) or are intimately 
associated with the development process (high levels of spending on current 
and capital projects in both the public and private sectors). 


Port congestion easing =-- The line of ships waiting to enter Lagos 
harbor has dropped from over 400 in September 1975 to about 170 in June 
1976, and the government is pressing hard to eliminate this queue. To 
improve port efficiency, the Nigerian Ports Authority (NPA) has acquired 
additional cargo handling equipment, employed two foreign firms to offload 
ships into barges, extended wharf areas, and instituted new procedures for 





container handling. There has been visible success and certain fees, such 
as those for containers, have been cut. The FMG has also increasingly 
restricted ship calls in Nigeria. The Ports Emergency Decree published in 
December 1975, aiming at the glut of cement ships, codified earlier 
directives requiring Nigeria-bound ships to receive port clearance two 
months before anticipated arrival and provided criminal sanctions for non- 
compliance. New regulations were issued in April stating that until further 
notice no new ships would be given port clearance except for ships in con- 
ference lines using assigned priority berths and pre-cleared schedules. 

At the same time customs formalities were streamlined and a mandatory 
schedule for ships already offshore and awaiting berthing was promulgated. 
While improvements are encouraging, the basic cure for congestion still 
lies in the building of greatly expanded dock facilities. 


Imports rise sharply -- Nigeria earned $8.4 billion from exports in 
1975, a decline from $9.3 billion in 1974. This drop reflects oil exports 
(which typically account for over 90 percent of Nigeria's export earnings ) 
declining from $8.6 billion in 1974 to $7.4 billion in 1975. While export 


earnings fell, imports rose 117 percent to $5.9 billion narrowing Nigeria's 
trade surplus to $1.5 billion in 1975. The country's import bill has 


increased almost four times in the past three years, and rapid growth 
continues to be shown by machinery and transport equipment, manufactured 
goods, chemicals, and food stuffs which together comprise about 90 percent 
of imports. Nigeria's services account continued in heavy net deficit in 
1975 at negative $2.1 billion. The oil sector is responsible for about 

4O percent of this deficit principally because of dividends paid and payments 
made by oil companies for expatriate management services. The non-oil 
services deficit reflects payments made for freight and insurance on inter- 
national shipments and for demurrage. These payments are partially offset 
by Nigeria's earnings on foreign exchange reserves abroad. For 1975 the 
current account surplus was $340 million, down sharply from the 1974 figure. 
Nigeria's foreign exchange reserves rose by only $259 million in 1975 which 
is much less than the impressive $5 billion increase recorded in 1974. In 
an effort to steady the balance of payments, reduce inventories, and ease 
port congestion, the government imposed a temporary import ban on selected 
consumer commodities (e.g., tinned baked goods, bottled beer, ready-made 
apparel, air pistols, cigarettes, fresh fruits and vegetables, glassware 
and tableware) on April 1, It is scheduled for review on October 1. 


Banking regulations introduced -- Providing new guidelines for banks 
in’ Nigeria, a Central Bank circular in April redefined the role of merchant 
banking, redirected bank investment toward productive sectors and harnessed 
bank credit and cash revenues to fight inflation and safeguard the banking 
system. The government believes that merchant banks should channel money 





into medium and long term investments and provide services in specialized 
areas not handled by commercial banks, The regulations provide that a 
minimum of 50 percent of total merchant bank loans will have a maturity of 
at least three years and a maximum of ten percent of loans will have a 
maturity of less than one year. Merchant banks have also lost their status 
as authorized dealers in foreign exchange, To promote productive investment 
merchant banks must make 70 percent of their loans in agriculture, mining, 
manufacturing, public utilities, and transport while commercial banks must 
make 58 percent. Bank credit expansion is held to a maximum of 40 percent 
in 1976/77, new higher cash reserve requirements are imposed according to 
the size of the bank, and banks must now maintain a ratio of at least one 
to ten between adjusted capital funds and loans and advances. The govern- 
ment also changed regulations concerning the drawing of letters of credit 
to tie their issuance more closely to port decongestion measures. For 
several weeks confused interpretation caused banks to halt writing letters 
of credit, but this disorder ended in late May and letters of credit are 
again available. They now require an accompanying Port Cargo Clearance 
Certificate, a requirement which signifies a new effort to coordinate 
various economic activities in meeting national goals. 


Oil production up but outlook uncertain -- Nigeria is the sixth rank- 
ing producer of crude oil in the world, and stands second only to Saudi 


Arabia as a supplier of crude to the U.S. (17 percent of U.S. imports). 

In 1975 falling world demand together with a government policy of conser- 
vation caused Nigeria's daily oil production to decline from an average 
2.3 million barrels per day in 1974 to less than 1.5 million barrels per 
day in May 1975. Since that low point, however, oil production has been 
climbing, reaching 2 million barrels per day in February and continuing at 
that level through June, The recovery in oil production has been spurred 
by world economic recovery, and strong demand for light crudes with high 
gasoline yields. In spite of this encouraging short-term picture, however, 
the outlook for future production and revenues is uncertain. Finding new 
oil is costly in Nigeria because reservoirs are small and deep, and most 
new exploration is in swamps or offshore. Yet the government has slashed 
company profits per barrel over the past two years, In 1974 the FMG took 
majority ownership in the producing companies and sharply reduced allowable 
production levels. In 1975 taxes and royalty rates were increased, and in 
early 1976 posted price changes again increased the tax and royalty burden. 
As return on investment became unattractive, drilling activity has dwindled, 
new concession holders have relinquished their acreage, and major producers 
have cut investment back to maintenance levels. Given the two year lag 
necessary to develop new oil reservoirs, the lack of investment incentives 
risks a sizeable fall-off in production capacity, now 2.5 million barrels 
_per day and hinders the financing of the five-year Development Plan. Even 
present oil revenues, running at a projected annual rate of $8.9 billion, 
are $2 billion below the plan forecast. With oil accounting for 93 percent 





of export earnings, 87 percent of government revenue, and 45 percent of 
GDP, it is unlikely any other economic sector could take up the slack, Top 
officials of the government are reportedly giving serious consideration to 
new incentives, but no concrete measures have yet emerged. 


Several multi-million dollar projects in the petroleum sector are now 
in various stages of planning. Proposals to build two LNG facilities in 
the next five years, together worth over $6 billion with accompanying gas 
gathering systems, liquification plants and tanker fleets, are progressing 
slowly as negotiations continue over partner choice, site selection, and 
gas ownership. Partners have been short listed for a $110 million nitrogen- 
ous fertilizer plant, and the FMG consultant is reviewing prospective 
partners for a $500 million petrochemicals complex. Unfortunately, the LNG, 
petrochemicals and fertilizer projects will all depend for raw materials on 
a massive national gas gathering grid, and this project appears to have 
progressed no further than the selection of a consultant by the FMG, One 
100,000 barrel per day domestic oil refinery in Warri is under construction, 
while the award of a contract for another in Kaduna will be announced 
shortly. Awards will also soon be announced for supply and construction of 
1,700 miles of crude oil and petroleum product pipelines. 


Implications for the U.S, -= The dimensions of growth and the challenge 
of grappling with it are exemplified by the words of an American communica- 
tions representative: "One goes along a road traveled a year or two ago 
and finds a new town of 50-100,000 people, not even on the map!" In the 
past year the achievements of U.S. firms have shown an increased sophisti- 
cation, alertness and knowledge of marketing in Nigerian conditions, There 
has been more sustained sales effort, more and longer visits from abroad, 
and the establishment of a score of new local offices. Not surprisingly U.S. 
exports to Nigeria rose from $346 million in 1974 to $681 million in 1975, 

a 97 percent gain. At the same time, however, the U.S, market share of 
Nigerian imports declined from 12 percent to 11 percent. American firms in 
such fields as port decongestion and telecommunications have mastered com- 
plicated bidding procedures and won contracts, but other contracts have been 
lost to aggressive, cost-conscious foreign companies who maintained a con= 
tinuing presence here in determined pursuit of projects. 


U.S. exporters will find that Nigerians have a keen appreciation for 
American products and services. They should be especially alert to a number 
of developing fields. The first large purchases of American trucks by the 
Nigerian government in over a decade and a crucial reshuffling of local 
distributors for several leading lines of American automobiles are spearhead-~ 
ing U.S. vehicle penetration of the Nigerian market. This penetration can 
be reinforced and widened by more marketing activity on the part of U.S. car 
bus and truck manufacturers and by producers of automotive accessories/parts 
and service/repair equipment. The Universal Primary Education (UPE) program, 
a vital activity because only approximately 12 percent of school-age 
children now attend school in Nigeria, should be getting off the ground in 
the coming year. The program requires extensive inputs ranging from visual 
aids and textbooks to classrooms and teachers' colleges. In the transport 
sector both Nigerian Railways and Nigeria Airways are approaching extensive 


> 





overhauls and acquisition of new equipment. In power generation 
extensive areas of Nigeria have no source of electricity except 
for portable generators; U.S. firms could show more initiative in 
this category. Agriculture needs all kinds of implements from 
hand tools to medium tractors. Output generated by "Operation 
Feed the Nation" has spurred interest in cold storage facilities. 
Government accent on increasing protein intake has repeatedly 
pointed to the fishing sector. Here about ten companies are 
actively engaged and offer a sales potential for fishing boats, 
storage and processing equipment. There also appears to be good 
opportunities for sales of water craft in Lagos and other port 
cities. Communications equipment of all types remains in high 
demand. 


There is a visible surge in consumer goods potential. In 
the past few months two of the leading wholesale-retail networks 
in Nigeria have turned to the Embassy to express their interest 
in buying a gamut of American-produced items. Although the 
current six-month ban of 42 specific goods is a deterrent, 

Many products are not included in this list. Moreover, the 
expectation is that most of the restrictions will be withdrawn 
in October. Competition is strong from Japan in electronics 
and electrical appliances and from the U.K. and Sweden in tools. 
Nonetheless, in most consumer categories the U.S. should be 
able to present a forceful competitive presence. Excellent 
potential looms in franchising operations, especially in auto- 
motive repair, shoe repair and fast-food restaurants. 


Design, engineering, and construction firms can compete for 
an impressive array of projects including downstream petroleum projects, 
railroad, highway and bridge construction, hydroelectric plants, 
steel mills, irrigation systems, school and hospital construction, 
housing developments and water and sewerage systems. The building 
shortage, felt by both public and private sectors, calls for an 
extensive, accelerated programs, and there are more calls for 
prefabrication to solve the impasse. Producers of pre-fabricated 
structures face a market ranging from temporary quarters for 
construction site workers to permanent school, office, and factory 
complexes. There are also opportunities in a wide range of 
consulting projects. 


To achieve and sustain the level of economic activity called 
for in the Third National Development Plan, Nigerian planners 
have acknowledged the need for a large influx of foreign technical 
and specialized manpower, and the government has promised its 
cooperation in assisting these poeple to enter the country. At 
the same time the government remains committed to a strong Nigerian 
participation in development. The Enterprises Promotion Decree 
was revised in June to increase the Nigerian participation in local 
business activities. All enterprises must now have full or partial 
Nigerian participation. New Schedule I identifies 39 types of 
enterprises which must have full Nigerian participation. A second 





category of 39 types of enterprises, as listed under new Schedule II, 
are reserved for 60% Nigerian participation. The enterprises 
covered by new Schedule III are reserved for 40% Nigerian partici- 
pation and include all business activities not listed in Schedules 

z or ii. 


The government is especially desirous of attracting industries 

which will bring new technology, utilize local raw materials, and 
import the expertise necessary to allow Nigerians to move quickly 
into upper level technical and managerial positions. Suppliers 
should be aware of the increasingly strong emphasis which is being 
put, especially by the government, on the training component of any 
sales transaction. Proposals for furnishing both goods and services 
should treat this aspect fully. For example, when one branch of 

the FMG recently purchased vehicles, provision was made for extensive 
training of mechanics and drivers in the U.S. On construction 
projects, bidders must provide for instructing local workers in 
skills. In all businesses, Nigerian employees are expected to learn 
and then practice management. Another aspect of doing business in 
Nigeria is taking the time to explore and follow up repeatedly on 
trade opportunities. Negotiation is often protracted and the 


dimensions of a possible sale or project can be slow to be revealed. 
Ideally this situation suggests that an American or local represen- 
tative of a U.S. firm remain on the spot to pursue a bid to its 
completion. This in turn shows the need for the U.S. company to 
expend time and effort to find competent Nigerian agents with 
initiative and persistence. 


Doing business in Nigeria has its special complications. The 
groundwork necessary to consummate a business deal may be in excess 
of that required elsewhere, misunderstandings and frustrations 

are frequent, long delays are common. Balancing these factors are 
a large and growing market and the promise of good return on 
investment. For the American businessman willing to accommodate 

to Nigerian practices and to accept the complications of doing 
business here, the rewards can be worthwhile. 
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